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U.S. CITIES 
IN CRISIS
by JANNA THOMPSON
1. A TA LE  O F T H R E E  C IT IE S
In the summ er and autum n of 1975, the 
governm ent of New York C ity struggled w ith a 
serious fiscal cris is which led it to the verge of 
declaring bankruptcy. Like many th ird  w orld 
countries, New York C ity in the ’60s and 70s 
had been sp ira lling deeper and deeper in to a 
hopeless morass of debt: borrow ing money to 
pay o ff in te re s t on m o n e y  p re v io u s ly  
borrowed, using money earmarked fo r capital 
investment on day to day running expenses, 
issuing bonds on assets w hich turned out not 
to exist, jugg ling  funds and defic its from  one 
departm ent to  another. F inally, the banks 
which underw rite  New York's debt asked fo r 
an accounting, and gradually the awful truth 
emerged. New York owed over 10 b illion  
dollars.
At the eleventh hour, Ford re luctantly 
approved a $2.3 b illion  loan; he was pressured 
into this decision by V ice-President Nelson 
Rockefeller and President of the Reserve 
Bank, Paul Volcker - both closely connected 
w ith the Chase Manhattan Bank, New York ’s 
principa l creditor. New York carries on, ruled,
in effect, by the bankers and corpora tion  
heads on the Emergency Finance C ontro l 
Board, who have final say over the c ity ’s 
spending. The cuts have already begun: the 
C ity University w ill no longer be tu ition  free (so 
far there have been no protests from  staff and 
students); welfare agencies have all been 
given a reduced budget; most of the c ity-run  
m aternity c lin ics  have been closed; one and a 
half thousand c ity  employees have been laid 
o ff and thousands more may fo llow . A cost of 
living increase in wages granted by the c ity  
council was recently vetoed by the C ontro l 
Board, and the city employees, who gained a 
re p u ta tio n  fo r  m ilita n c y  in the  ’60s, 
acquiesced. Says the c ity ’s deputy mayor: 
“The c ity ’s cred it problem s and the wage 
freeze  m ake p u b lic  e m p lo ye e  p ro te s ts  
academ ic” . (1)
Mayor Mascone of San Francisco has been 
warning residents recently that San Francisco 
is likely to go the way of New York if the c ity 
doesn't trim  its expenses drastically.
San Francisco has been described as "the 
Wall Street of the West” , a title  which indicates
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its role in the US’s westward m arching 
economy. On the other hand, its port is not as 
prosperous as it used to be and some of its 
more im portan t industries have moved away. 
San Francisco is also known as a “ union 
town", w hich means sim ply that the leaders of 
a few c ity  employees and industria l unions 
have had some pull at c ity  hall. These labor 
bosses and big business have co-operated to 
push extensive developm ent schemes - 
freeways, high rises, convention halls, 
recreation centres. The pay-off fo r labor has 
been higher wages, at least fo r the w hite male 
workers, in the construction  industry, and in 
skilled city  jobs, but the b ill fo r pro jects and 
wages has been picked up prim arily  by the 
payers of property taxes (i.e. rates). The 
residents of San Francisco also pay fo r welfare 
and education - expenses w hich have been 
m ounting in recent years.
Increasing expenses, decrease in the ab ility , 
or inc lina tion , of c ity  residents to meet these 
e xpenses-th is  is the  problem  that plagues San 
Francisco, and a large number of other c ities in 
the US. San Francisco’s fiscal d ifficu lties  are 
not on the same scale as New York’s, but they 
are real enough. Despite cuts in hospita l 
services, mental health programs, recreation 
services, the c ity ’s budget de fic it w ill be as 
high as $70 m illion  th is year - bad enough fo r 
c ity  supervisors (councillo rs) to  use the lesson 
of New York as a jus tifica tion  fo r freezing 
w elfare funds, e lim inating one thousand city 
jobs and taking a tougher line w ith c ity  unions.
San Francisco may be a c ity  on the decline. 
Oakland across the bay is assuredly not. Its 
port is modern and is qu ick ly  superseding San 
F ra n c is c o ’s in im p o rta n c e . In d u s try  is 
attracted to the area, though many plants 
have located in nearby Hayward, beyond the 
reach of O akland’s taxing powers. Labor 
bureaucrats have never had much to do w ith 
running the city; the governm ent has always 
been the  p rese rve  o f a c liq u e  o f to p  
businessmen who have a “ W hat's-good-fo r- 
business-is-good-fo r-O akland" philosophy. 
City workers, many of whom are black, have 
com paratively small wages. But fo r the firs t 
time in years, O akland’s adm in istra tion is 
spending more than it is taking in. The 
supervisors are ta lk ing  about a fiscal crisis, 
and th reatening to freeze wages and reduce 
pensions of city workers and cut down on 
parks, and library and other city services. (2)
"C ris is " is too  strong a term to describe the
state Oakland is in, but the c ity  does have 
problems. As in many cities its po lice and fire ­
fighters pensions are under-financed. (3) And 
like San Francisco and New York, its expenses 
are clim b ing  w hile its tax base declines. By and 
la rge , in d u s tr ie s  escape c ity  ta x ; the  
prosperous port o f Oakland pays almost 
noth ing to the city; the w ealth ier people have 
moved to the suburbs. So the tax burden falls 
p redom inantly on lower m iddle class and 
w orking class home owners who are already 
hard-pressed by in fla tion and recession.
II. E X P L A N A T IO N S  A N D  T H E O R IE S
As the news about New York C ity spread 
around the country, banks began to demand 
an accounting from  local governm ents who 
had been heavy borrowers; local po litic ians 
in sp e c te d  th e ir  g o v e rn m e n t’s f in a n c ia l 
s ituation and often found it w anting. Severe 
fiscal problems surfaced in other cities: most 
seriously in San Francisco, C leveland, Detroit 
and Boston. And the problem  is not confined 
to c ity  governments. The entire state of 
Massachussetts has been on the brink of 
default, the state of New York is fa ltering, and 
county governm ents all over the coun try  are 
taking steps to pull themselves ou t of grow ing 
debt.
There’s a surpris ing am ount o f agreement 
among people w ith d iffe ren t po litics  on the 
causes of the fiscal problem s of local 
governm ent. The differences show up in what 
people put at the top of the ir list. Business 
leaders and conservative po litic ians put most 
o f the  b lam e on m ism a n a g e m e n t o r 
“ irresponsib le” demands of c ity  employees 
and welfare clients. The left usually stress the 
role of corporations, particu la rly  the banks. 
Liberal academics tend to say tha t the problem 
is mostly due to structured changes in the US 
econom y - som ething fo r which no one can be 
blamed. Each of these explanations is correct, 
but inadequate.
Mismanagement by local governm ent 
offic ia ls, unintended or deliberate, has made a 
s ign ifican t con tribu tion  to fiscal crises. For 
instance, auditors recently discovered *hat the 
San Francisco Departm ent of Social Services 
has been overpaying some o f the private firm s 
it does business w ith to the tune of $217,000 
annually. (4) There is probably a lo t of th is sort 
of thing going on, undoubtedly there is plenty 
of inefficiency and waste, but hardly enough to 
cause debts of $3 billion plus.
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C ity outlays fo r wages and welfare benefits, 
h o s p ita ls  and s c h o o ls  have go n e  up 
dram atically in the past 15 years. In New York 
between 1960 and 1970, c ity  em ploym ent 
jum ped from  246,000 to 371,000. Expenses 
more than doubled, key increases go ing to 
health services, education and welfare. (5) 
This rise was, in part, a response to po litica l 
agitation by blacks and o ther m inorities in c ity 
ghettos fo r jobs and services. Once the poor 
began benefiting from  c ity  spending, c ity  
w orkers - teachers, police, social workers, 
firem en, sanitation workers - made demands 
of the ir own, and since these w orkers were 
unionised and m ilitant, they usually go t what 
they wanted.
In San Francisco, where 9ome unions have 
benefited from  the ir contacts in c ity  hall, 
$17,000 a year street sweepers have become a 
c ity  joke. But here, as in New York, to  put the 
blame fo r the c ity 's problem s on the workers 
and the poor shows a d is to rted  perspective. 
For money spent by local governm ent has 
always been spent w ith the needs of business 
in mind. Far from  ins ign ifican t are the sums 
s p e n t  b y  m o s t  m a j o r  c i t i e s  o n  
'‘m anhattanisation’’ p ro jects meant to improve 
b u s in ess  c lim a te : c o n v e n tio n  ce n tre s , 
shopping plazas, baseball parks. Most have 
lost a considerable sum fo r the cities which 
funded them. And even payments fo r welfare 
and education are not p rim arily  fo r th e g o o d  of 
the poor. These outlays are designed to ensure 
that enough people are tra ined fo r the needs of 
industry, and that the rest remain dependent 
and just well enough o ff so that they don ’t 
cause trouble.
Are the banks the ch ie f villa ins? Of all the 
institu tions involved in local governm ent 
crises, the big banks stand out as the ones who 
benefit the most. One of the problem s New 
York and now o ther cities face is the necessity 
of paying o ff short term loans at high interest 
rates. The reason the loans are short term  and 
expensive is because it is more profitab le  fo r 
the banks to have it th is way in a tim e of 
in fla tion: they benefit from  a faster turnover of 
money and an ab ility  to charge more with each 
renewal. And once a governm ent has reached 
the point of crisis, the banks can lay down 
severe conditions: h igher in terest rates on new 
loans and cutbacks to ensure payment of past 
debts.
The banks are doing the ir best to look after 
th e ir  in te re s ts , b u t th e y  are n o t the
m anipulators of events. We are not seeing 
finance capita l in ascendancy, but something 
more like a response tha t conta ins a measure 
o f panic. D efault o f New York during a tim e of 
general econom ic recession w ould have been 
a threat to  the banking system. In fact, Chase 
Manhattan Bank’s stock reached a low point in 
November 1975, just before Ford was induced 
to come to the rescue. (6) And New York is 
on ly a small part of the problem . Forthe  banks 
have been going deeper and deeper in to  the 
business of lending m oney to governm ents - 
not only the local governm ents of the US but 
governm ents of th ird w orld countries. This is a 
p rofitab le enterprise, but a dangerous one. If 
the ir big custom ers begin defaulting on them - 
which is becom ing a strong possib ility  both at 
home and abroad - then the banks w ill be 
dragged down into econom ic disaster. (7) 
Obviously, the ir only recourse is to deal with 
each crisis as strenuously as possible, hoping 
to  prevent an epidem ic of bankruptcy. This is 
easier to do at home than abroad.
Behind the immediate fiscal problem s of 
local governm ents are the long-term  changes 
in the structure of the US capita lis t econom y - 
changes w hich have been speeded up by 
recession and civic unrest.
First of all, the move o f industry and w ealthy 
people out of the m etropolis in to the suburbs 
o r s a te ll ite  to w n s  - beyond  th e  city 's  
ju risd ic tion . In New York from  ’56 to ’74, 
departures of businesses outnum bered 
arrivals three to one. O f these departures, 70 
per cent have stayed in the area. (8)
The second movement is coun try-w ide  - a 
sh ift o f corpora tions from  the cities o f the 
northeast to the south and west, sometimes 
ou t of the country com plete ly to S ingapore, 
Taiwan and Sth. Korea. The textile  industry 
has drifted from  New York to the south where 
labor costs are less, and workers less m ilitan t 
(Texas, fo r example, has laws p roh ib iting  
union shops), where environm ental standards 
are less stringent. This econom ic movem ent is 
reflected in a sh ift of po litica l in fluence to the 
developing region;; and an in flow  of federal 
funds. Payments by the federal governm ent to 
defence industries, agribusiness, fo r federal 
employees, substantia lly  favor states like 
California, Texas and Florida over New York, 
Pennsylvania and New Jersey. (9) The change 
has boosted the econom y of some cities of the 
south and west, e.g. Houston, Dallas, Atlanta, 
M iami, Denver. However, a boom doesn’t
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necessarily bring balanced budgets to all local 
governm ents in a favored region. San 
Francisco is losing ground to o ther cities in 
C aliforn ia , and Oakland hasn’t been able to 
benefit from  its growth.
The th ird  change affecting the c itis  is a 
te c h n o lo g ic a l one. W hen the  te x t ile  
com panies began leaving New York C ity, 
experts predicted that com m unications and 
service industries (like banks and insurance 
com panies) would take up the slack in the job 
market. But this d idn ’t happen. Instead, the 
e lectron ics and com puter revolutions swept 
these corporations, doing away w ith many 
jo b s .  W h a t 's  m o r e ,  a d v a n c e s  in  
com m unica tion  techniques mean tha t service 
industries have no com pelling reason to 
remain in the big centres. They, too, can move 
to the suburbs or fu rthe r out to provincia l 
towns.
"A nation w ith no im portant c ities?” asks 
Business Week. It predicts that all big cities 
w ill decline as companies do the ir best to 
escape urban problem s - w hile  hanging on to 
the benefits w hich cities still provide. (10) To 
an increasing extent, m iddle incom e earners 
and the poor w ill remain behind in the cities 
and dec lin ing regions to cope w ith the 
m aintenance and welfare problems which 
capita lis ts and the ir upper level employees 
leave in the ir wake. But these changes are not 
th ings w hich sim ply happend To understand 
them we have to look at the po litica l struggles 
and econom ic interests which havesetthem  in 
motion.
III. T H E  C R IS E S  IN  P E R S P E C TIV E
Lindsay, mayor of New York C ity from  1966 
to 1973, was a liberal in the trad ition  of the New 
Deal. He drew his support on one hand from  
c o rp o ra tio n  leaders  and rea l es ta te  
companies, and on the other from  the ghettos. 
Helped in itia lly  by War on Poverty money, 
Lindsay increased welfare services, in itiated 
retra in ing schemes, opened up c ity  jobs fo r 
people from  m inority  groups. Lindsay years 
were good years fo r the growth of m ilitan t c ity  
workers' unions and, to a lesser extent, fo r the 
m inorities who at least got the ir feet in the door 
of the bureaucracies.
Lindsay was one of the last of a long line of 
c ity  adm inistrators, basically oriented towards 
big business, but hold ing liberal assum ptions 
about the functions of a c ity governm ent: that
helping business and help ing the poor are 
p e rfe c tly  c o m p a tib le  a im s, one be ing  
necessary to achieve the o ther (fo r people 
need jobs, corpora tions need custom ers, and 
anyway, riots aren’t good fo r business); that 
governm ent spending and provision of jobs is 
the remedy fo r econom ic decline; that welfare 
and developm ent program s are best planned 
an d  a d m in is te re d  by  a c e n t r a l is e d  
b u re a u c ra c y  in s u la te d  fro m  p o lit ic a l 
squabbles and special interest groups.
This outlook, shared by a large num ber of 
local governm ent adm in istra tors particu la rly  
in the northeast, was the product, not only of 
the New Deal and Johnson ’s Great Society, 
but of a long struggle, begun in the early years 
of th is century by business leaders and their 
representatives, to wrest con tro l of local 
governm ents from  neighborhood bosses and 
po litica l machines. The so-called Progressive 
Era in US history, was largely a creation of 
capita lists who saw that the co rrup tion  and 
ineffic iency of the ne ighborhood politica l 
bosses were preventing the developm ents 
they wanted to see. Inspired by the new 
“sc ien tific  m anagem ent” techniques, they 
began to centralise the c ity  governm ent 
functions in the ir hands - to  build the 
corporate city. In cities like New York and San 
Francisco, the reforms cou ldn ’t have been 
made w ithout an alliance w ith organised labor, 
and in many cities it took the Depression and 
the bankruptcy of c ity  governm ents to deal the 
final blow to the old order. But eventually, c ity 
bureaucracies replaced systems of patronage; 
appointed “ c ity managers” took over most of 
the day to day affa irs of the city. The dangers 
posed by dem ocracy were lessened by doing 
away w ith d is tric t representation on city 
councils and letting each supervisor be 
elected by the whole voting , ensuring that the 
neighborhoods and the interest groups 
usually cancelled each other out. The purpose 
of these changes was to make city  governm ent 
into an e ffic ien t centralised mechanism for 
encouraging capita lism  and socia lis ing its 
costs.
The up su rg e  o f com m u n i ‘ y a c tio n  
organisations in the '60s and early 70s has 
produced a movement to go back to a more 
decentralised c ity  governm ent, one that would 
give neighborhoods more say over im portant 
decisions. Groups like San Franciscans for 
D istrict E lections are cam paigning fo ra  return 
to election by d istrict, as a firs t step. But these
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groups are com ing up against pow erfu l forces 
w hich are moving in the opposite  d irection; 
business leaders and the ir representatives 
want more contro l over the city, not less. The 
assertion of contro l by banks and corporations 
over elected o ffic ia ls  in New York C ity and 
Massachusetts is the most overt sign of a new 
capita lis t offensive. The fact is that capita lists 
no longer find the welfare programs, the 
bureaucracies and the unions useful too ls  fo r 
ensuring business prosperity. The programs 
have fed m inority  and w orke r m ilitancy; the 
bureaucracies have them selves become 
p o w e rfu l in te re s t g ro u p s . M o reove r, 
corporations are no longer prepared to pay the 
expenses of the corporate c ity  which, in their 
eyes, is now generating more costs than 
benefits. The fiscal crises are the opportun ities 
capita lists need to get what they want w ithou t 
much resistance.
This offensive w ould have been impossible 
in the '60s. However, polic ies of the N ixon and 
Ford A dm in istra tions have encouraged a 
corporation reaction to popu lar movements 
and union m ilitancy. The fiscal crises 
themselves can be seen as one of the more 
dram atic results of the federal governm ent’s 
program of retrenchm ent and austerity.
Lindsay's method fo r dealing w ith New 
York ’s problems wasn’t radical, but what it 
required was back-up from  the federal 
government. Under N ixon and Ford, the 
governm ent has been less and less inclined to 
spend money on th ings like housing, welfare, 
education or health - a reluctance that 
cu lm inated in Ford’s early refusal to bail out 
New York. National revenue sharing programs 
which remain are designed to reduce the 
a u th o r ity  o f c ity  b u re a u c ra c ie s  and 
particu la rly  existing rights of neighborhoods 
to have a say on urban renewal projects. But, 
increasingly, cities are le ft to  the ir own devices
- that is, the money they can raise by property 
taxes on residents and businesses. In a 
recession, when businesses prefer to move 
rather than pay more taxes, and residents are 
hard pressed by job shortages and rising 
costs, these sources becom e increasingly 
hard to tap.
What cutbacks in federal spending has 
meant to cities is illustrated by the fate of the 
child care program in San Francisco. Voters in 
1973 passed an in itia tive ordering  the c ity to 
provide low cost qua lity ch ild  care to anyone 
needing it. But as it became increasingly
un like ly tha t the federal governm ent b ill to aid 
child  care programs w ould  be passed over 
Ford’s veto, the c ity governm ent refused to 
com ply. Instead, the supervisors put the 
in itia tive back on the ba llo t in the June 8 
election, and this tim e it was defeated.
Tax payers in cities, counties and states 
have come to see a d irect relation between 
more local governm ent expense and increases 
in the ir tax bills, and the resistance against 
fu rther increases is strong. This more than any 
o ther fac to r is aiding capita lists in the ir push 
fo r contro l o f local governments.
IV. R E S IS T A N C E
In April ’76, San Francisco c ity  supervisors 
w rote an agreement fo r c ity  cra ftsw orkers, 
w hich in effect cut the ir pay by as much as 
$7000. O utraged by th is betrayal, the union 
leaders called a strike which lasted over 30 
days. In the settlem ent there were a few face 
saving provisions, but the unions c learly lost.
To some extent, the circum stances in San 
Francisco were unusual: the craft unions were 
accustom ed to getting the ir way by using the ir 
influence at c ity  hall; they had never supported 
less favored unions and when the crunch 
came, other c ity  workers d idn ’t feel inclined to 
support them. 'T h e y ’re men, they're white, 
they’re old, and they make tw ice what I do ” , 
said a nurse’s aide. “ Why should I go out fo r 
them ?” (11) However, local governm ents have 
not been slow to take advantage of what they 
see to be an anti-un ion sentim ent among the ir 
tax payers. In San Francisco it was not only 
lack of so lidarity  among workers which broke 
the strike; it was the hostility  of large sections 
of the public The strike ended soon after the 
supervisors threatened to put an an ti-un ion 
measure on the election ballot. It was clear to 
everyone that th is measure w ould pass. The 
same public attitude has enabled c ity  o ffic ia ls  
to  re s is t m ost dem ands m ade by the  
unemployed, neighborhood groups and 
people on welfare.
If c ity  w orkers got together to make the ir 
demands, if welfare clients united w ith 
unionists, then resistance against cuts w ould 
be much more effective. The strike of a few 
unions whose picket lines are ignored is one 
th ing, a so lid ly  observed general strike, or a 
massive dem onstration is another. But in most 
cities and counties, this type of resistance is a 
long way from  happening. The squeeze on
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local governm ent finance tends to p it one 
g roup  against the others: priv ileged c ity  
w orkers against the less privileged, c ity 
w orkers against welfare recipients, w orkers as 
tax payers against workers on strike. Most 
v ictim s of the squeeze accept the need fo r 
cuts, and are caught up in a fig h t o f each 
against all to retain as much as they can fo r 
themselves.
Some radical and com m unity  groups have 
tried to change the d irection of the resistance 
by stressing inequalities in the tax burdens of 
residents and businesses. C orporations 
con tribu te  com paratively little  to  local 
governm ent coffers. In C aliforn ia  up to now, 
head offices of insurance com panies have not 
been taxed by any city. In dow ntow n San 
Francisco and New York, properties of 
corpora tions like Getty O il, General E lectric 
and Con Edison are severely under-assessed 
com pared to charges levied on private 
residences.
W hile property taxes fo r homes in New York 
and San Francisco have gone up as much as 
300 per cent in the last five years, taxes on 
co rpora tion  property have actually decreased. 
( 12 )
A movem ent to  make corporations pay the ir 
share of local expenses may catch on in some 
areas. The businessmen who run the port of 
Oakland are worried enough about the 
poss ib ility  of a cam paign to make the port pay 
more to the c ity  to hire a pub lic  re lations 
o ffic ia l. But the problem  is that corpora tions 
can usually counter such movem ents by 
threatening to leave the loca lity. This threat 
has had its e ffect in New York. As fa r as the 
Finance Com m ittee is concerned, fu rthe r 
taxes on business are not on the agenda, and 
people's fears of unem ploym ent and fu rthe r 
econom ic decline make it d ifficu lt fo r radicals 
to pu t it there.
Up to  now , few  u n io n s  o r ra d ic a l 
organisations have been prepared to take 
action against corporations which threaten to 
run away rather than pay - fo r instance, 
n a tio n a l s tr ik e s , co n su m e r b o y c o tts ,
occupations, boycotts on handling products 
a n d  m o v in g  e q u ip m e n t ,  n a t io n w id e  
dem onstrations, un ionisation drives in the 
south, demands fo r com pensation, demands 
that cities take over industi ies and run them for 
the public benefit. But th is  may change. 
Recent figures show that p ro fits  fo r business 
are up as much as 40 per cent from  the same 
time the year before. Recently, the state of 
Californ ia announced a “s ta rtling ” budget 
surplus. If th is recovery continues, it ’s going to 
get harder fo r corpora tions and state and 
federal governm ents to argue conv inc ing ly  
that they can’t afford to  pay more to their 
workers and to local governm ents. The real 
victim s o f the recession are go ing to be less 
patient.
But what is the fu ture  of the big cities? One 
view is that now tha t corpora tions need big 
cities less and less, these centres w ill become 
increasingly less pleasant to  live in and city 
governm ents w ill spend the ir shrinking 
budgets on measures of repression rather than 
welfare. (13) Spending fo r police equipm ent is 
one th ing that has not been cu t in most cities. 
However, th is sh ift w ill on ly happen on a large 
scale if massive repression is less costly  than 
w e lfa re . So fa r the  m a yo rs , fin a n c ia l 
committees, the W hite House, have not been 
able to make as many cuts as they w ould like. 
Interest groups, bureaucrats and unions are 
still strong despite erosion of the ir power. 
These groups are not go ing to give up the 
gains they have made w ithou t a figh t, and no 
one w an ts  to  p ro vo ke  m ass ive  c iv ic  
disturbances.
The erosion of the qua lity  of life in the cities 
is probably not going to be dram atic. If 
capita lists have the ir w a y -a n d  so fa r they have 
succeeded - more w ill be spent on services 
d irec tly  related to the ir own prosperity  and 
com paratively less w ill be spent on welfare, 
wages and pensions, and the b ill w ill be paid 
largely by the m iddle and low incom e earners 
who have to remain in the city. To w hat extent 
capita lists get away w ith th is w ill depend on 
the nature and unity o f the resistance they 
meet - on a local and a national level.
